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INTERNAL MARKET ORIENTATION:
CONSTRUCT, MEASUREMENT AND CONSEQUENCES

Abstract

This thesis contributes to the paucity of marketing research into the area of internal
marketing. Drawing from knowledge developed in a diverse range of marketing and
management literatures, the domain of internal marketing is clarified and a new
concept, internal market orientation is developed. A new instrument, measuring the
internal market orientation, is developed and subjected to standard scale
development procedures. Six dimensions of the construct are confirmed, collegial
interaction, group interaction, formal interaction, external environment, wage
[flexibility and job flexibility. A sample of 766 UK retail store managers are surveyed
to identify levels of internal market orientation and external market orientation in
large UK multi-product, multi-site retailers and the structural relationships between
internal market orientation, external market orientation and company performance
are examined. The external market orientation construct is applied to the local retail
market and established measurement instruments adapted to this purpose. Three
measures of performance are employed in this study. The structural relationships
between the six dimensions of internal market orientation and the three dimensions
of external market orientation are examined employing structural equations
methodology, using LISREL 8.3. and the impact of internal market orientation on
external market orientation and company performance is measured. The study finds
no direct link between internal market orientation and financial performance but
does identify the moderated role of internal market orientation on financial
performance. Significant relationships between three of the six dimensions of
internal market orientation and the three dimensions of external market orientation
are identified and the impact of internal market orientation on the retention of
employees and their behaviour is also identified. The research findings contribute to
marketing theory by providing empirical evidence to support the long held
assumption that internal marketing has an impact on marketing success and offers
an explanation of the mechanism by which this influence operates. For marketing
practitioners, the research findings offer additional information on which services
marketing strategies may be formulated.
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Chapter I: Introduction

1 Introduction

In 1981 Booms and Bitner neatly summarised the shifts occurring in marketing
thinking at that time. They rephrased the merger of services production and service
marketing, found in the literature into a 7Ps framework. In this framework the
original 4Ps marketing mix, product, price, promotion and place, is complemented by
the addition of a further 3Ps, people, physical evidence and process. This expansion
of the marketing mix represents the evolution of marketing management to subjects
traditionally considered to be in the remit of other departments in the firm, in
particular the human resources department with the inclusion of people in the
services marketing mix. It also makes explicit the need for marketers to manage
internal factors, people and process, as well as the external factors represented by the
traditional marketing mix. This need for service marketers to balance the
management of internal elements with external elements has been extensively
discussed in the services marketing literature. See for example Azzolini and
Shillaber, 1993, Bak et al, 1994, Bhote 1991, Davis 1992, Foreman and Money 1995,
George, 1990, Grénroos 1985, Gummesson, 1987, Harari 1991 and 1993, Harrell and
Fors 1992, Piercy and Morgan 1990 and 1991, Piercy 1995 and in the strategic
management literature, see for example Pfeffer, 1994; Bharadwaj et al, 1993; Hall,

1992; Andrews, 1997; Foss, 1997.

In today’s markets the service element of a product is suggested to be the single most
important factor in determining long run market share and profitability (Doyle,
1994). Due to the instrumental nature of customer contact employees in influencing
customers’ perceptions of this quality (Baker et al, 1995; Bitran and Hoechs, 1990;
Bailey, 1994; Booms and Bitner, 1981) there is a pressing need to incorporate an
internal orientation, focusing on the firms’ employees, into the marketing
philosophy. This need is particularly emphasised in the retail management literature,
and such is the perceived need to focus on employees that the first pillar of marketing

(customer focus) is openly challenged (Gummesson, 1994), (Turock, 1998).

According to the DTI (hitp://www.dti.gov.uk/comp/benchmark/sects/1 1ret.htm), retailing

is one of the UK’s top service sector industries, directly employing in excess of 2.3
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Chapter 1: Introduction

million people. The level of service provided by the retailer is vital for its success;
and, as will be seen, the management of staff is a crucial element of delivering

quality services.

Despite the recognised need for retailers to focus on the wants and needs of their
employees, much of the investment in the retail sector has been focused on new
technology for example increasing use of electronic data interchange, laser and self-
scanning, and other point-of-sale equipment. Many of these innovations have a direct
impact on the levels of service offered by the retailer and influence the behaviour of
customer contact staff. The impact of new technology is identified by the Retail and
Distribution Foresight Panel as a major impact on customer needs and expectations,
and the skills and training requirements of customer contact staff,
(http: dti.gov.uk/comp/benchmark/sects/1 Irethtm). Whilst these and other
technological and social developments will have a major impact on traditional
retailing methods, the need to provide service to an increasingly discerning market

will continue to represent both a challenge and an opportunity to the retail sector.

For this reason there is a pressing need to examine the factors that can influence the
service levels experienced by retail customers. As has been indicated above, the
impact of customer contact personnel is a major factor in determining this service
level. Managerial practices influencing the behaviour of customer contact personnel
should be of primary concern to the retail organisations, to the extent that the
traditional focus on external markets may now be inadequate in the modern retail
context, (Turock, 1998).

Parallel to this body of conceptual research, there is increasing evidence on the
positive impact of external marketing orientation on organisational performance (e.g.
Narver and Slater, 1990) and the internal barriers to achieving market orientation.
Harris, (1999) reviews the literature discussing many barriers to market orientation
and concludes that the attitudes and actions of employees is the strongest influencer
of high levels of market orientation. In this context internal marketing
implementation (or internal market orientation) has been posited as one of the major

determinants of external marketing (Piercy and Morgan, 1990) and business
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Chapter 1: Introduction

performance (Heskett et al, 1994). Piercy and Morgan assert that the underlying
purpose of internal marketing is to develop a marketing programme aimed at the
internal marketplace of employees, that parallels and matches the marketing
programme for the external market place of customers and competitors. As such,
there is a need to examine the impact of internal marketing on external marketing
(market orientation) and company performance for the further development of

marketing theory and managerial practice.

1.1 Performance: An Overview

The need for retail companies to develop strategies aimed at increasing the level of
service that they provide has been discussed above, and the evaluation of such a
strategy is required to estimate its impact on the performance of the retailer. The
view that the role of strategic management is to formulate and implement strategies
that have a direct effect on firm performance is commonly held. For example,
Barney, (1997) views strategy as patterns of resource allocations that enable a firm to
improve or maintain its performance, and Bromily, (1990) argues that strategy is the
description of factors associated with superior performance. Schendel and Hofer,
(1979) also argue that performance is paramount and is the ultimate test of any
strategy. Arising from this belief is the view that the evaluation of business
performance is crucial to the business community. This is reflected in the size of the
discourse addressing empirical research, which indicates that firm performance is
overwhelmingly the dominant dependent variable in management research,

(Crowther, 1996).

Financial performance is the most commonly used measure of a firm’s performance,
and in operationalising financial performance, researchers generally use measures of
either accounting performance or market performance to estimate the firm’s level of
financial performance (cf Rowe and Morrow, 1999). The dominance of these two
views of financial performance in the strategic management literature has led to an
implicit consensus that the financial performance construct has two dimensions:
accounting performance and market performance. However, more recently, some
scholars have employed a potential third dimension when operationalising firm

financial performance, subjective measures of financial performance. (See for

15



Chapter 1: Introduction

example; Cannella & Hambrick, 1993; Dess & Robinson, 1984; Fryxell & Wang,
1994),

Rowe and Morrow, (1999) argue that financial performance is a three-dimensional
construct, consisting of accounting, market and subjective measures, and that each of
these three measures tap the underling construct of financial performance. They
argue that subjective measures of a firm’s financial performance are valid indicators
of a firm’s financial performance, especially when objective measures are
unavailable, for example in the case of private firms, not-for-profit organizations,
and strategic business units of public firms. Furthermore they argue that subjective
measures seem to be theoretically distinct from objective measures in two important

aspects:

e Subjective measures have no specific temporal perspective so it is possible to
obtain retrospective and/or prospective subjective assessments of a firm’s

performance.

e Subjective measures can represent the views of stakeholders other than

managers and shareholders.

It appears therefore that subjective measures of performance offer benefits over both
accounting and market measures of performance and tap the same underlying

performance construct.

Financial performance, although important, is only one dimension of a firm’s overall
performance. Chakravarthy, (1986) suggests that financial measures of performance
are inadequate for the evaluation of (overall) strategic performance. He suggests that
rather than the conventional perspective of market-based evaluation of performance,
alternative perspectives are needed which recognise the need for the firm to satisfy
multiple stakeholder groups. Rowe and Morrow, (1999) also point to the limitations
of measuring only financial performance, and suggest that other dimensions of
performance be measured. They further argue that subjective performance measures
may be used to tap these other dimensions of a firm’s performance, specifically

social performance. The limitations of using financial performance measures are also
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Chapter 1: Introduction

discussed by (Kimberley et al, 1983), who argue that relying solely on financial
performance measurement may lead to inadequate and misleading evaluations of
performance. They assert the need for multi dimensional measures of performance
and maintain that traditional perspectives tend to ignore the fact that organizations
perform in other, less observable arenas, than in the financial domain. Furthermore
they suggest that paradoxically competence in the less observable arenas may be
interpreted as incompetence by those whose judgments are based solely on
traditional criteria, most notably in the case of organizations serving the interests of
more than one stakeholder. However, notwithstanding the potential for
misinterpretation of performance in non financial arenas, Kimberley et al, (1983)
argue that performance in these arenas may, in some cases, be more powerful shapers
of the future of the firm than performance on traditional criteria. Child, (1983) also
supports this view that multiple dimensions of performance are important to the

continued success of the organisation.

Crowther, (1996) argues that it is the ability to identify suitable dimensions of
performance to measure, which is of critical importance to the firm. In determining
which dimensions of performance are important to measure, one must take into
account the fact that organizations consist of people, who plan, control and manage a
business and also interact with one another. Likert, (1967) acknowledges this in
advocating that the human element of management be recognised. The theme of
recognising the human element of management is further expanded by Ouchi,
(1981), who identified that management styles that include communication,
involvement of people, and trust in relationships were present in the best-run

American companies and were missing from others.

It appears therefore that subjective measures of financial performance, although
reflecting the underlying financial performance of the firm adequately, do not truly
reflect the overall performance of the firm. Measures of other dimensions of
performance should be employed to complement financial measures and these other

dimensions of performance may also be based on subjective evaluations.
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As has already been noted, performance refers to how well strategies have been
formulated and implemented. In the retail context, and at the customer interface, the
managers of a retail outlet will have a degree of input into the strategy formulation
process depending on the level of structure of the organisation. In highly centralised
companies this input is likely to be minimal, in highly decentralised companies the
input of the manager into the strategy formulation process is likely to be more
extensive. Notwithstanding the input to strategy, the role of these managers will
include implementing and monitoring the success of the strategy in their outlet, i.e.
they will be implementing strategy and monitoring the performance of his or her
store, against the corporate strategy on a day-to-day basis. Therefore, many of the
day-to-day decisions of the store manager will be based on their subjective
evaluation of how well they are doing, compared to corporate targets. In making
these decisions, store managers have to balance the sometimes-conflicting needs of
various stakeholders, employees, customers, head office with their own individual

motivations and objectives (Crowther, 1996)

Hill and Jones, (1992) also identify the central role of managers in reconciling the
divergent interests of stakeholder groups. They assert that managers are the only
group of stakeholders within the firm who have direct control over the decision-

making apparatus of the firm. (p134)

The evolution of management thinking, and the gaining acceptance of the need to
satisfy divergent stakeholder groups is also increasingly recognised in the marketing
literature. (See for example Mitchell, Agle and Wood, 1997; Rowley, 1997; Greenley
and Foxall, 1996, 1997 and 1998.) Accepted marketing thinking elevates the
necessity of meeting the needs of customers and focusing on the external
environment of competitors and market conditions. However this external focus is
increasingly being challenged in scholarly writings and there is a call to re-address
this myopic view of marketing and augment the external focus of the firm with an

internal focus on employees Gummesson, (1994).

In summary; the measurement of business performance is essential for the evaluation

of the strategies that the firm employs to meet its objectives. Furthermore the firms’
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strategies for balancing the needs of divergent stakeholders cannot be assessed
simply by financial measures, as these are measures of just one aspect of
performance. Other performance measures need to be employed to assess how well
the firm is performing in meeting the needs of its other stakeholders, such as
employees and customers. The use of objective measurements of performance may
not provide the most accurate predictor of future managerial behaviour, especially
when managers have to make day-to-day decisions based on their subjective
evaluations of performance in several dimensions. In such instances subjective
measurements may provide a more accurate predictor of future behaviour than

objective ones.

Chapter 2 introduces the concept of market orientation as one of the strategic choices
available to managers in meeting the wants and needs of important external
stakeholders, customers. This is followed by a review of the literature relevant to
meeting the needs of one important internal stakeholder, employees in chapter 3.
Prior to discussing these two major themes in detail, an overview of the main

concepts involved in presented below.,

1.2 Market Orientation: An Overview

The notion of market orientation can be traced to the marketing concept and it is
rooted in the implementation of that concept. However, as Tuominen and Méoller,
(1996) suggest, the marketing concept has been more the subject of academic debate
than a practical basis for managing business activities, and ironically, for such a
commonly used notion the marketing concept has not yet achieved clarity of
definition (cf Kohli and Jaworski, 1990). The American Marketing Association
(AMA) provides the most widespread definition of marketing found in marketing

textbooks.

‘Marketing is the process of planning and executing the conception,
pricing, promotion and distribution of ideas, goods and services to create
exchanges that satisfy individual and organisational objectives.’

Marketing is essentially concerned with the development and maintenance of an

external orientation and sensitivity rather than an internal orientation (cf Anderson,
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1982; Gummesson, 1994, 1998). Conceptually, marketing is concerned with the
development and maintenance of mutually beneficial relationships with external
constituencies, it is seen as market driven and customer focused. This
conceptualisation of marketing is called marketing orientation to differentiate it from

sales orientation or profit orientation (Hooley et al, 1990; Hunt and Morgan, 1995)

In more recent literature market orientation has been differentiated from marketing
orientation with its single external focus on the customer. Market orientation, in
contrast, puts the marketing emphasis on both customers and competitors as well as
on organisational issues. Hunt and Morgan, (1995) stress that market orientation is
not the same as, nor a different form of, nor the implementation of the marketing
concept, it should be conceptualised as a supplementary to the marketing concept.
(Greenley, 1995) asserts that the concept of market orientation is the cornerstone of
both marketing and strategic management. It has been defined empirically and
validated as a way of improving business performance. However, the literature
dealing with market orientation shows remarkable inconsistency in defining and

operationalising the concept.

Webster, (1988) defines the market oriented concept as a philosophy involving;
customer-oriented values and beliefs, supported by top management, integration of
the market and customer focus into the strategic planning process, the development
of strong marketing managers, the creation of market based measures of performance
and the development of customer commitment throughout the organisation. Shapiro,
(1988) argues that effective communication and coordination across departmental
barriers is essential to becoming customer oriented, a view supported by Narver and
Slater, (1990), who define market orientation as a three-dimensional highly
interrelated construct consisting of customer orientation, competitor orientation and
interfunctional coordination. Customer and competitor orientation involve all the
activities required to acquire information about customers and competitors and
disseminate it throughout the firm, interfunctional coordination is based on the
market information and involves coordinated activities necessary to create superior
value for customers. Kohli and Jaworski, (1990) propose that market orientation

comprises three sets of activities: organisation wide information generation of market
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intelligence pertaining to current and future customer needs, dissemination of the

intelligence across departments and an organisation wide responsiveness to it.

Several studies explore the relationship between market orientation and some output
measure such as profitability or customer satisfaction, see for example McCullough,
Heng and Khem, (1986); Narver and Slater, (1990); Naidu and Narayana, (1991);
Ruekert, (1992); Wong and Saunders, (1993); Day and Nedungadi (1994); Pelham
and Wilson, (1996); Chang and Chen, (1998) and Vorhies, Harker and Rao, (1999).
Perhaps the most significant finding for theorists and practitioners is the consistent
evidence that being market oriented does improve organisational performance. This
has been found to be true for large firms (Jaworski and Kohli, 1993; Day and
Nedungadi 1994) as well as for small firms (Pelham and Wilson, 1996) for product
producers, (Narver and Slater, 1990; Vorhies et al, 1999), as well as service suppliers
(Naidu and Narayana, 1991; Chang and Chan, 1998 and Vorhies et al, 1999) and for-
profit (Slater and Narver, 1994) as well as for not for profit (Wrenn, LaTour and
Calder, 1994), low tech (Decker, 1995) and hi tech (Ruekert, 1992) firms.

Adopting a market orientation is also suggested to provide significant internal
benefits in addition to the external benefits of increased business performance.
Chang and Chen, (1998) report that market oriented firms perform significantly
better in terms of new product development, Siguaw, Brown and Widing, (1994)
report market orientation positively impacts on employees’ levels of customer
orientation, job satisfaction and organisational commitment and negatively impact
employees’ role stress. Jaworski and Kohli, (1993) also report a positive relationship

between the firms’ market orientation and the employees’ commitment to the firm.

In addition to the internal consequences of market orientation, Jaworski and Kohli,

(1993) identify several internal; antecedents to market orientation. These include:

e Top management support
managers must continuously emphasise the need for tracking and responding

to market intelligence,
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e Interdepartmental connectedness
the accessibility and communication between departments, irrespective of
rank or position influences the level of market orientation in the firm.
Employee must be comfortable with employees from other departments and
managers must encourage discussions between employees in different

departments.

e Interdepartmental conflict
the level of shared goals between departments and the ease with which

employees interact with each other influences market orientation in the firm.

e Reward systems
rewarding employees for their sensitivity to market information facilitates the

adoption of market orientation in the firm.

1.3  Internal Marketing: An Overview

The relationship between internal aspects of the firm and market orientation is also
discussed in the internal marketing literature. Important antecedents to market
orientation, such as appropriate reward systems and interdepartmental connectedness
are identified as elements of internal marketing, (Tansuhaj, Wong and McCullough,
1987; Heskett et al, 1994).

Internal marketing also has similar consequences in terms of, employee satisfaction,
commitment and customer orientation and external market performance, as does

market orientation, (George, 1990; Gummesson, 1990; Piercy, 1995; Bowen, 1996).

Recent literature has discussed the need for marketing organisations to focus not just
on customers and competitors, as discussed in the market orientation literature, but
on a broader range of stakeholders. For example Greenley and Foxall, (1996 and
1997) find that a company orientation on internal and external stakeholders results in
observable consequences in company performance. The need for both internal and
external orientation to achieve marketing success is supported by, amongst others,

Lucas and Maignan, (1996) and Flipo, (1986). Greenley and Foxall, (1996) report
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that external (consumer) orientation predicts an internal (employee) orientation,

suggesting that the internal and external orientations are causally linked.

The relationship between internal and external orientations, in the marketing
organisation is the focus of the internal marketing literature. The concept of internal
marketing has been variously defined within the literature. (See for example Azzolini
and Shillaber, 1993; Bak et al, 1994; Bhote, 1991; Davis, 1992; Foreman and
Money, 1995; George, 1990; Gronroos, 1985; Gummesson, 1987; Harari, 1991 and
1993; Harrell and Fors, 1992; Piercy and Morgan, 1990 and 1991; Piercy, 1995,
Mohr-Jackson, 1991). However, despite this attention there is still confusion over the
scope and nature of the subject, (Rafiq and Ahmed, 1993). Common to all
discussions of internal marketing is the basic proposal that marketing like techniques

applied to customers inside the firm can affect performance in the external market.

The recognition that internal aspects of the firm should take equal importance to
external factors has been discussed by several authors and represent a shift in the
marketing paradigm. (See for example Azzolini and Shillaber, 1993; Bak et al, 1994;
Bhote, 1991; Davis, 1992; Foreman and Money, 1995; George, 1990; Gronroos,
1985; Gummesson, 1987; Harari, 1991 and 1993; Harrell and Fors, 1992; Piercy and
Morgan, 1990 and 1991; Piercy, 1995) and in the strategic management literature,
(See for example Pfeffer, 1994; Bharadwaj et al, 1993; Hall, 1992; Andrews, 1997;
Foss, 1997).

Gummesson, (1994) suggests that this shift in the marketing paradigm is a natural
evolution of marketing thinking, which has constantly been modified and amended
since it was first considered worthy of study. He asserts that a myopic external focus
has replaced the myopic internal focus of the firm, this he terms a service marketing
myopia. Gummesson further argues that the transition from a dominant internal
focus, marketing myopia 1, (Levitt’s (1960) marketing myopia) to a dominant focus
on the external market, marketing myopia 2 or service marketing myopia, is no
progress, (Gummesson, 1998). Gummesson further argues that quality management
must be approached externally, from the market and internally, from the

organisation. Morgan, (1990) also identifies inherent weaknesses in the exclusive
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focus of marketing thinking and attention on customers. He argues that developing
strategies to exploit the market is often not enough on its own to achieve the
implementation of the marketing strategy. Morgan, (1990) proposes the development
of an internal marketing programme to achieve the organisational change necessary

to realise the external marketing strategy.

The myopic external focus of the firm is also identified within the strategic
management literature. Here the importance of considering both internal and external
aspects of the firm when developing strategies is recognised, but the view that
external factors are the most important of these considerations still dominates.
Andrews, (1997). The need to balance the internal and external foci of strategic
- management thinking is discussed by Foss, (1997), who stresses the need for a
unified rigorous approach to strategy that can satisfactorily accommodate the basic

idea that both internal and external aspects should be featured on an equal footing.

Other authors have discussed the need to focus on employees if a successful market
orientation is to be developed (Kelly, 1992; Miller and Lewis, 1991; Canning, 1988;
Masiello, 1988; Shapiro, 1988; Day, 1994).

It appears therefore that the firm’s internal focus has the potential to impact the
performance of the firm in the market, both directly by improving service quality,
customer satisfaction, performance and profit, and indirectly by improving market

orientation.

1.4  The Research Gap — Internal Marketing, Local Market Orientation And
Performance

Despite considerable attention to the role of employees in the development of a
market orientation, (Gronroos, 1981; Stauss, 1990; George, 1990; Gummesson,
1990; Slater and Narver, 1994; Jaworski and Kohli, 1993; Siguaw et al, 1994;
Tuominen and Méller, 1996; Mengii¢, 1996) and an increasing recognition that
internal marketing has a role to play in external marketing (Gronroos, 1990) there
remains a paucity of empirical or conceptual evidence to demonstrate the relationship

between this internal orientation and external market orientation (Conduit and
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Mavondo, 2000). This scarcity of systematic research into the role of internal
marketing and its impact on company performance, both directly and by facilitating
market orientation in the firm, suggests the need for information concerning the

internal marketing — market orientation link.

Before the influence of internal marketing on market orientation and company
performance can be fully determined it is necessary to develop a clear
conceptualisation of its domain. Internal marketing remains ill defined and
definitions range from viewing internal marketing as either a concept, a philosophy
or a management practice, (e.g. Grénroos, 1985; George, 1990 and Wilson, 1991), as
either relating to human resources management, (e.g. Berry and Parasuraman, 1991;
Berry, 1981, 1983 and 1984; Van Haastrecht and Bekkers, 1995 and George, 1990),
services marketing (e.g. Gummesson, 1987 and Groénroos, 1985), or change
management, (Piercy, 1995). The question to be addressed here is to identify how
internal marketing has been conceptualised and how have these conceptualisations

been operationalised.

Therefore a critical examination of the current conceptualisation of internal
marketing is needed in order to establish a clear domain of the construct.
Furthermore, any measurement instrument used or developed must be relevant to this

domain.

A third issue concerns the measurement of market orientation in the local setting.
The majority of the market orientation research to date has conceptualised market
orientation as a corporate level construct; where either the survey respondents have
been executives or managers of firms with national and/or international customers
(see for example, Narver and Slater 1990; Ruekert 1992; Greenley 1995). The
respondents in this study will be retail managers who will have a dominant focus on
their local customers and competitors, rather than the national and international
markets, which would be the focus of the head office executives. It will therefore be
necessary in this research to re-examine the market orientation construct and
establish its validity in the context of local markets. In this context local market

orientation refers to the activities of store managers in identifying and reacting to
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local customers current and future wants and needs, (which may be different to the

national or international picture) and the activities of competitors in the local market.

1.5  Objectives

The objectives of this study follow from the above discussion and are centred on the
empirical evidence concerning internal market orientation in the retail context. The
main objective of this research is to examine the impact of internal market
orientation (the implementation of internal marketing) in the retail context. More
specifically the impact of internal market orientation on external market orientation

and company performance will be examined.
Objective 1

To assess the impact of internal market orientation on important

organisational factors, specifically market orientation and performance.

Prior to any examination of the impact of internal market orientation on
organisational factors it is necessary to clarify the internal marketing construct and
its implementation (internal market orientation) and to develop a valid and reliable
instrument to measure internal market orientation. This gives rise to two further main

objectives of the study.
Objective 2

To define the domain of internal marketing and to specify the conceptual

parameters of a new concept; internal market orientation.
And
Objective 3

To develop a valid and reliable measure of the internal market

orientation concept.
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In addition to the three primary objectives stated above, the project has three further
secondary objectives, relating to the nature of external market orientation. In order
that information about any impact of internal market orientation on external market
orientation and company performance can be obtained in this study it is necessary to
a) examine the applicability of the external market orientation construct to the retail
context, and b) identify the structural relationships between external market
orientation and company performance in this research context. Also in order to
identify which dimensions of external market orientation are influenced by internal
market orientation, the external market orientation construct will be modelled as
three separate dimensions. This will also allow the structural relationships between
the external market orientation dimensions to be examined, an area highlighted by

Kohli et al (1993) as requiring further investigation.
Objective 4

To provide additional evidence of the generalisability of the market
orientation construct to different contexts, namely UK local retail

markets,
Objective 5

To provide additional evidence of the market orientation-performance

link in different contexts, namely UK local retail markets.
Objective 6

To examine the potential causal relationships between the dimensions of

external market orientation in this research context.

In addressing these research objectives this project will contribute to marketing
knowledge at several levels. At the theoretical and methodological level the project
will clarify the concept of internal marketing and develop an instrument to measure
its implementation (internal market orientation). The structure of internal market

orientation will be revealed and the structural relationships between the dimensions
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of internal market orientation and the dimensions of market orientation and important
organisational performance indicators in the UK local retail context will be
elucidated. Further evidence of the market orientation-performance link will be
provided adding to the extant body of knowledge in this area. Finally the structural
relationship between the dimensions of external market orientation will be

uncovered.

At the managerial level the project will contribute to marketing knowledge by
providing managers with a straightforward pen and ink instrument to identify levels
of internal market orientation in retail stores. This can be used to ascertain the need
for management training in important areas of internal market orientation and will
demonstrate the direct and indirect financial and non-financial benefits of such

internal market orientated behaviour.

In addressing these research objectives this thesis adopts the following structure.
Market orientation is discussed in Chapter 2, the domain of the construct, and how it
is operationalised, is explored. Chapter 3 examines the extant literature relating to
internal marketing and explores the role of internal marketing in developing an
internal orientation to complement the external focus of market orientation. Chapter
3 concludes with the development of a new construct, internal market orientation,
which is presented. Conceptual models of internal market orientation and its impact
on market orientation and performance are developed. At this juncture, general
propositions about the relationships between internal market orientation, market
orientation and company performance are presented. Specific hypotheses relating to
the relationships between these constructs are not developed until in chapter 6, after
the dimensions of internal market orientation have been identified and tested and the

dimensions of market orientation and performance have been confirmed in chapter 5.

Prior to the identification of and testing of the internal market orientation dimensions
and the development of specific hypotheses, Chapter 4 discusses the issues pertinent
to the appropriate choice of methodology to undertake the research required to
examine the internal market orientation construct and to explore its relationship with

market orientation and performance.
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The internal market orientation construct is operationalised in chapter 5 and a valid
and reliable measurement instrument is developed and presented. In chapter 6,
specific hypotheses relating to the structural relationships between the six discovered
dimensions of the new internal market orientation construct and the market
orientation and performance of the firm are developed and tested using structural

equations methodology.

Chapter 7 discusses the managerial and theoretical implications of this research,
explores the limitations of the current study and develops research directions to

expand on the knowledge generated in this project.
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2  Market Orientation

Prior to any discussion of market orientation, it is necessary to examine and define
the terms used. Shapiro, (1988) identifies that several different phrases, with few
important distinctions between them, are used. These phrases include ‘market
oriented’, ‘marketing oriented’, ‘customer oriented’, ‘close to the customer’ and
‘market driven’. These terms are most often used to mean the implementation of the
marketing concept. However, as Kohli and Jaworski, (1990) argue, market
orientation has a more holistic emphasis and focuses on the broader market, it should

therefore be used in preference to these other phrases.

Wrenn, (1997) proposes a standardised nomenclature for research into the market
orientation construct and, differentiates between the marketing concept, marketing
orientation and market orientation. In line with other researchers (see for example,
Deshpandé and Webster, 1989; Wong and Saunders, 1993; Hunt and Morgan, 1995),
Wrenn suggests that the marketing concept is best considered as a philosophy of
doing business that defines a distinct organisational culture, putting the customer in
the centre of the firm’s thinking about strategy and operations. Marketing orientation

is considered the implementation of the marketing concept.

In contrast to the marketing concept, and its operationalisation in marketing
orientation, market orientation is concerned with both customers and competitors
(see for example, Narver and Slater, 1990; Day and Nedungadi, 1994; Slater and
Narver, 1994) and is ‘not the same thing, nor a different form of, nor the
implementation of, the marketing concept’ (Hunt and Morgan, 1995). Kohli and
Jaworski, (1990) define the market orientation concept as just that which Hunt and
Morgan state that it is not, the operationalisation of the marketing concept. Kohli and

Jaworski, (1990), state

Market orientation is the organisation wide generation of market intelligence
pertaining to current and future customer needs, dissemination of the
intelligence across departments, and organisation wide responsiveness to it.

This is clearly operationalising marketing through market-orientated behaviour.
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As can be seen from the above discussion, conceptualisations of market orientation
are mixed. It is variously considered in the literature as a set of management
behaviours, (see for example Narver and Slater, 1990; Kohli and Jaworski, 1990;
Jaworski and Kohli, 1992; Slater and Narver, 1994; Kohli et al, 1993), or a business
philosophy directing behaviour and action, and which translates the philosophy into
business strategies. (See for example Webster, 1988; Hooley et al, 1990; Lichtenthal
and Wilson, 1992; Tuominen and Maéller, 1996).

In an attempt to elucidate the market orientation concept the two categorisations,
market orientation as a philosophy and market orientation as a behaviour, are

discussed below.

2.1 Market Orientation as a Business Philosophy

The philosophical perspective to market orientation is based on the underlying
principle that the marketing concept and market orientation are the same (cf
Brunning and Lockshin, 1994) Therefore, market oriented firms are those for whom

the marketing concept is the driving business philosophy.

Lichtenthal and Wilson, (1992) argue that market orientation should be a ‘visible
hand’ that guides managerial and individual behaviour. Webster, (1988) states
several requirements of the concept. Customer oriented values and beliefs, supported
by top management; integration of market and customer focus into the strategic
planning process; the development of strong marketing managers and programmes;
the creation of market based measures of performance; and the development of
customer commitment throughout the organisation. These requirements of the market
oriented firm, emphasise the need for the organisation to adopt the philosophical
concepts of customer oriented values and beliefs, market and customer focus and

customer commitment.

In academic discourses the philosophical perspective has also been adopted. Narver

and Slater, (1990) define market orientation as
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The organisational culture...that most effectively and efficiently creates the
necessary behaviours for the creation of superior value for buyers and, thus,
continuous superior performance for the business.

However, Narver and Slater, (1990) also suggest that the important dimensions of
market orientation are customer orientation, competitor orientation and
interfunctional coordination. These represent behavioural components of market

orientation as will be seen later.

Hooley et al, (1990) also adopt a philosophical perspective, viewing marketing as a
guiding philosophy for the whole organisation. They suggest that by guiding the
development of attitudes and values within the organisation, business performance
outcomes will be improved. This view of marketing as a guiding philosophy is well
adopted in the academic marketing discourse, see for example (Hooley et al, 1992;
Wong and Saunders, 1993; Sui and Wilson, 1995; Turner and Spencer, 1997;
Wright, Pearce and Busbin, 1997)

The underlying assumption of the philosophical perspective of market orientation is
that organisational attitudes, values, and beliefs influence the behaviour of the firm,

and ultimately its performance.

2.2 Market Orientation as a Behaviour

In contrast to the philosophical approach to market orientation discussed above, the
behavioural approach to market orientation focuses on the activities and processes
undertaken by the firm, it is considered to be the implementation of the marketing
concept (McCarthy and Perreault, 1990). The assumption of the philosophical
approach is that changes in attitudes, values, and beliefs will result in behavioural
change. However, the relationship between changes in attitudes, values, and beliefs
and changes in behaviour cannot be assumed. As such the adoption of the marketing
concept as a philosophy does not necessarily predict market oriented behaviour.
Examining market orientation from the behavioural perspective requires that the

actions are measured, rather than beliefs. In essence, while adoption of the marketing
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philosophy may be important in determining market-orientated behaviour, it is not

considered market oriented of itself,

As has been previously noted, market orientation is considered by some to be the
implementation of the marketing concept (Kohli and Jaworski, 1990) and has been
argued by others to be not the same thing, nor a different form of, nor the
implementation of, the marketing concept’ (Hunt and Morgan, 1995). Despite this
confusion over the exact nature of the market orientation concept Pulendran and
Speed, (1996) report that the distinction between the business philosophy (marketing
concept) and the specific activities required for implementation of that concept

(market orientation) has now been widely accepted within the research community.

Several common themes arise within research adopting the behavioural perspective.
As has been noted earlier Narver and Slater, (1990) suggest that market orientation is
a philosophy of doing business but also emphasise the behaviours associated with
that philosophy. The dimensions of market orientation that they identify, customer
and competitor orientations, and interfunctional coordination, are discussed in terms
of the behaviours appropriate to achieve them. Examples of customer orientation
would be the extent of monitoring of employee commitment to customers,
competitive strategy based on understanding customer wants and needs, and
management understanding of how the business can create customer value (Pelham,
1997). Examples of competitive orientation are the extent of salespeople sharing
competitive information with other functions, the extent of top management
discussion of competitive strengths and weaknesses and strategies, and the frequency
of the firm taking advantages of targeted opportunities to take advantage of
competitor weaknesses. Day, (1990) suggests that market orientation represents
superior skills in understanding and satisfying customers as well as understanding
competitors and reports that market driven firms balancing these two orientations
achieve better performance than those that focus on either orientation, (Day and
Nedungadi, 1994). An example of Narver and Slater’s third dimension of market
orientation, interfunctional coordination, is the sharing of customer and competitor
information in order for all departments and individuals to develop an adequate

understanding of customer wants and needs and to develop plans to cope with the
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competition. Slater and Narver, (1994) suggest that this interfunctional coordination
is necessary because all employees, in all departments, have the potential to

contribute to customer value.

In an alternative operationalisation (Kohli and Jaworski, 1990), market orientation is
considered to consist of three conceptually similar but different dimensions; the
organisation wide generation, dissemination and responsiveness to market

information.

As the above discussion indicates, although the specific nomenclature may vary,
there appears to be consensus that market orientation involves the collection of
market information, it’s analysis and dissemination and an appropriate response to
that information. See for example Day and Wensley, (1988); Narver and Slater,
(1990); Kohli and Jaworski, (1990); Deng and Dart, (1994); Hunt and Morgan,
(1995); Siguaw et al, (1996) and Wright et al, (1997). Furthermore, responsiveness
has been further defined as composing of two distinct activities, response design,
using market intelligence to develop plans, and response implementation, executing

those plans (Kohli, Jaworski and Kumar, 1993).

The details of information acquisition, dissemination and responsiveness as

behavioural dimensions of market orientation are discussed in more detail below.

2.2.1 Generation of Intelligence

Market intelligence, in the context of the behavioural conceptualisation of market
orientation, has a broader meaning than in the philosophical approach. The
philosophy of market orientation involves customer focus, coordinated marketing
and profitability, the three pillars of marketing. As Kohli and Jaworski, (1990)
explain, this traditional view of marketing perceives customer focus as collecting
information from customers about their needs and preferences. Market intelligence
is, however a broader concept. Narver and Slater, (1990) and Day, (1990) recognise
this and argue that information about customer wants and needs, and competitor
activities is required of the market-oriented firm. Kohli and Jaworski, (1990) broaden

intelligence generation still further and suggest that it involves consideration of (1)
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exogenous market factors (e.g., competition, regulation) that affect customer needs
and preferences and (2) current as well as future needs of customers. Kohli and
Jaworski, (1990) stress that these extensions do not challenge the spirit of the first
pillar of the marketing concept, customer focus, rather, they reflect practitioner’s

broader, more strategic concerns related to the customer.

Kohli, Jaworski and Kumar, (1993) suggest that their expanded emphasis of market
orientation, generating and disseminating intelligence about the market, overcomes
limitations inherent in the conceptualisations proposed by Day and Wensley, (1988)
and Narver and Slater, (1990) which focus on customers and competitors only.
Kohli, Jaworski and Kumar, (1993) argue that the demands made on the firm by
customers and competitors need to be balanced with the needs of other external
stakeholders and the forces that shape the underlying needs and expectations of the

marketplace.

Jones and Sasser, (1996) advocate listening to the customer to facilitate the
acquisition of market information, and propose five mechanisms to do this. These

are:
1. Using customer satisfaction indices.
2. Using feedback in the form of comments and questions.

3. Using market research, in particular interviewing customers when they join and

when they leave the company.

4. Strategic activities, such as using customers as a target group for employment

within the firm and involving customers in new product development.
5. Using front line personnel.

Jones and Sasser, (1996) stress the use of front line personnel as a *...superb means
of listening.” However, they also stress the importance of training these front line
personnel to listen properly and to put processes in place to capture and disseminate

the information collected.
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2.2.2 Dissemination of Intelligence

Narver and Slater, (1990) stress the need for interfunctional coordination in
developing a market orientation and suggest that this interfunctional coordination is
necessary because all employees, in all departments, have the potential to contribute
to customer value. These employees require customer and competitor information to

be shared so that they can develop plans to do this Slater and Narver, (1994).

Kohli and Jaworski, (1990) suggest that interfunctional co-ordination takes on a
specific meaning in the context of market orientation, namely co-ordination as it
relates to market intelligence. They note in their exploratory examination of the
market orientation construct that for an organisation to adapt to market needs, market
intelligence must be communicated, disseminated and perhaps even sold to relevant
departments and individuals in the organisation. Furthermore, although Kohli and
Jaworski recognise the importance of formal procedures in disseminating

intelligence, they emphasise the power of informal discussions in this process.

2.2.3 Responsiveness

Kohli and Jaworski, (1990) identify that unless the organisation responds to the
market information that has been collected and disseminated, little is accomplished.
They suggest that market oriented responses include selecting customer targets and
offering and promoting products and services that meet current and expected needs.
Virtually all departments are involved in this process, not just the marketing

department.

2.3  Antecedents and Consequence of Market Orientation

In their review of market orientation, Tuominen and Mdller, (1996) summarise the
antecedents to the construct. They identify that organisational and individual
behaviours are important factors in developing and maintaining a market orientation,
in particular management’s role in developing appropriate systems and structures for
market orientation. These include, the use of appropriate human resources policies,
(recruitment, training and rewards systems) to foster market oriented attitudes and
beliefs, a market oriented culture, and to reduce interdepartmental conflict and

barriers, and develop interdepartmental coordination and communication. Cadogan
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and Diamantopoulos, (1995) also share the view that human resources policies have
an impact on market-oriented behaviour, however they argue that this is a

moderating effect and not a direct antecedent role.

2.3.1 Internal Consequences of Market Orientation

The role of market orientation in improving business performance will be discussed
later, however at this point it is salient to discuss the internal consequence of market
orientation. Adopting a market orientation can have significant internal benefits to
the firm in addition to the external market performance benefits attributable to its
adoption (Wrenn, 1997). Kohli and Jaworski, (1990) assert that market orientation
impacts internally on employees and externally on customers. This view is also
reflected by Lichtenthal and Wilson, (1992) who assert that market orientation
impacts internally on organisational and individual behaviour. Specifically the
internal benefits of adopting a market-oriented behaviour are suggested to be
employee commitment (Jaworski and Kohli, 1993; Siguaw et al, 1994), esprit de
corps (Jaworski and Kohli, 1993) and job satisfaction (Siguaw et al, 1994). The role
of employee commitment and esprit de corps as consequences of market orientation
is not, however, universally accepted. Tuominen and Méller, (1996) argue that these
factors have a more complex role as antecedents, moderators and consequences of

market orientation.

The effect of market orientation on employees is further examined by Mengiig,
(1996) who determines that in market oriented companies sales people show more
customer orientation, less role ambiguity and less role conflict. Role stress, (both role
conflict and role ambiguity) is associated negatively with job satisfaction and
employee commitment. Mengiig, (1996) finds that improving the market orientation
of the organisation increases levels of job satisfaction and employee commitment,

and the sales force becomes more customer-orientated.

2.3.2 Internal Antecedents to Market Orientation
Martin, Martin and Grbac, (1998) maintain that to effectively engage in market
oriented activities requires the involvement and participation of employees at all

levels and in all functions. They assert that this is not a marketing problem but a
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problem of implementing a culture throughout the organisation. However, Martin et
al, (1998) also declare that the question of how to involve employees in marketing
and to motivate them to autonomously make decisions that can more effectively
satisfy customer needs (customer orientation) remains unanswered. Some insight into
the solution to this problem may be provided by Jaworski and Kohli, (1993), who
report that, compared to the other antecedents studied, organisational reward systems
have the strongest impact on market orientation. They argue that by adopting the
correct reward system managers can facilitate all three elements of market

orientation, information generation, dissemination and responsiveness.

In terms of responsiveness to market needs, Mengiig, (1996) asserts that the
relationship between the market orientation of the organisation and the customer
orientation of personnel is not straightforward. He reports that levels of customer
orientation among sales people can be significantly different to levels of market
orientation in the firm. This difference in the focus of the organisation and its
employees can give rise to role conflict in these front line personnel. Mengiig, (1996)
concludes that the greater the difference between the market orientation of the firm
and the customer orientation of the sales people the greater their role conflict and

hence the lower their job satisfaction and organisational commitment.

Decentralising decision making may also have a positive impact on market
orientation, Jaworski and Kohli, (1993) report that centralised decision making
inhibited market orientation. However, it was not clear whether intelligence

generation or dissemination was inhibited by centralising decision making,.

The internal factors impacting on market orientation are presented in Table 2-1

below.
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Chapter 2: Market Orientation

At this juncture it appears that despite general acceptance that employees atre
important in the development of a market orientation, the role that employees play in
developing market orientation is unclear. Furthermore the issue of motivating
employees to become market oriented and display market oriented behaviour is also

unclear.

There is a large body of literature that examines the use of marketing like techniques
to motivate employees to customer consciousness and market orientation. Prior to
reviewing this literature in chapter 3, it is important to examine the impact of market

orientation on company performance in more detail.

2.3.3 The Impact of Market Orientation on Performance

Wrenn, (1997) asserts that perhaps the most significant finding for marketing
theorists and practitioners is the consistent evidence to suggest that being market
oriented does improve organisational performance. This has been shown to be true
for large firms (Jaworski and Kohli, 1993; Day and Nedungadi, 1994) as well as
small firms (Pelham and Wilson, 1996). The association is true for product
producers, (Narver & Slater, 1990; Vorhies et al, 1999), and service suppliers,
(Naidu and Narayana, 1991; Chang and Chan, 1998; Vorhies et al, 1999), and for
profit making organisations, (Slater and Narver, 1994), as well as non-profit
organisations (Wrenn, LaTour and Calder, 1994). The association between market
orientation and performance has also been confirmed in low tech (Decker, 1985) and
high tech firms (Ruekert, 1992).

Jaworski and Kohli, (1993) report that market orientation correlates significantly
with judgmental measures of company performance, but not with the more objective
measure of market share. The 1993 study by Jaworski and Kohli support the findings
of earlier research into the impact of market orientation on company performance,
(Narver and Slater, 1990). Narver and Slater’s study focused on commodity
businesses and identified that market orientation is associated with company
performance, (ROA and retention of customers). Interestingly this study identified
that the relationship between market orientation and return on assets was not linear,

but takes the form of an inverted curve with those companies achieving the highest
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levels of market orientation achieving the greatest performance, and those with the
lowest levels of market orientation achieving the second greatest performance.

Companies that were stuck in the middle showed the lowest levels of performance.

Slater and Narver, (1994) report that market orientation also has a significant positive
effect on sales growth and new product success. They find that competitive
environment has no moderating effect on the market orientation-performance
relationship, confirming the findings of Jaworski and Kohli, (1993) who also
investigated the possibility that competitive environment is an important factor in the

market orientation-performance relationship.

Research in the UK proves to be inconsistent with the US studies of Jaworski and
Kohli, (1993) and Slater and Narver, (1994). Greenley, (1995) reports that market
orientation does not have a direct effect on performance (ROI, new product success
and sales growth), but is moderated by environmental variables. He reports that
market orientation leads to ROI at low levels of market turbulence, market
orientation only leads to new product success in technologically stable markets and
market orientation leads to sales growth only when the customer has some power

over the company.

Pelham, (1997) asserts that, although a theoretical base exists for the relationship
between market orientation and performance, there are still questions as to how
market oriented behaviours may be specifically linked to profitability. Furthermore
knowledge of the market orientation-performance relationship needs to be expanded
to include an understanding of how the behaviours exemplified by the dimensions of

market orientation can lead to profitability.

The lack of clarity in the relationship between market orientation and performance is
discussed by Pelham, (1997), who suggests that a more comprehensive model,
composed of multiple dimensions of performance needs to be examined. Pelham
asserts that market-oriented behaviour may be more closely (and directly) related to
some performance dimensions than others. This assertion is supported in the

scholarly discourse on management research, (see for example Chakravarthy, 1986;
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Covin, Prescott, and Slevin, 1990), where the inadequacy of operationalising firm
performance with a single measure of profitability, such as return on investment or
return on assets has been demonstrated. Chakravarthy, (1986) argues that financial
criteria define only one set of necessary conditions for excellence, and taken in
isolation are not sufficient to indicate overall performance. This stream of
management research has demonstrated the multi-dimensional nature of firm
performance and the limitations of cross-sectional comparisons of firm performance

using only objective measures (Venkatraman and Rananujam, 1986).

Therefore as Pelham, (1997) concludes, in the study of the market orientation-
performance relationship, it is important to appropriately operationalise both the
construct of performance and the construct of market orientation. Operationalising

these two constructs is discussed in the next section of this chapter,

2.4 Measuring Market Orientation

2.4.1 Narver and Slater

Narver and Slater, (1990) provided the first operational measure of market
orientation and analysed its effect on business profitability. Narver and Slater

operationalised market orientation as

The organisational culture...that most effectively and efficiently creates the
necessary behaviours for the creation of superior value for buyers and, thus,
continuous superior performance for the business.

Narver and Slater, (1990) argue further that market orientation consists of three
behavioural components, (customer orientation, competitor orientation and
interfunctional coordination). They state that customer orientation is the sufficient
understanding of buyers to be able to create superior value for the customers,
competitor orientation involves understanding the strengths and weaknesses of key
current and potential competitors and interfunctional coordination comprises the

firms’ coordinated efforts to continuously create superior value for customers.

In operationalising market orientation, Narver and Slater, (1990) developed a
measure composed of subscales to measure the three behavioural components and

state that a business’s magnitude of market orientation is the average of its scores on

42



Chapter 2: Market Orientation

the three components of market orientation. The behavioural components are
measured on multi-item scales, (6 items for customer orientation, 4 items for
competitor orientation and 5 items for interfunctional coordination). The total
sample, 110 US based SBUs in a large corporation, was split into two and the
reliability was calculated for each of the behavioural components giving coefficient
alphas of no less than 0.85 for customer orientation, 0.72 for competitor orientation
and 0.71 for interfunctional coordination. Narver and Slater also factor analysed their
three component market orientation scale and obtained a one factor solution,
accordingly, market orientation was calculated using the average of the scores

obtained on the three scales.

Narver and Slater, (1990) went on to examine the impact of the degree of market
orientation on business ROA. They report a significant and positive correlation
between market orientation and ROA for non-commodity (speciality) businesses but
a significant negative correlation between market orientation and ROA in commodity
(distribution) businesses. Furthermore, Narver and Slater, (1990) also report that, in
the commodity business, the relationship between market orientation and return on
assets is not linear, but takes the form of an inverted curve with those companies
achieving the highest levels of market orientation achieving the greatest
performance, and those with the lowest levels of market orientation achieving the
second greatest performance. Companies that were stuck in the middle showed the

lowest levels of performance.

Since 1990 Narver and Slater report several studies using the measure of market
orientation developed in 1990. In 1992 Narver and Slater examined the impact of
market orientation on several business performance measures for 33 business units of
a major US forest products company (which they classified as commodity
businesses). All performance indicators were measured relative to the SBU’s major
competitor. They report that market orientation is a significant predictor of all of the
performance measures, which were ROI, new product success, sales growth,
customer retention and customer satisfaction. Again the relationship between market

orientation and ROI was found to be U shaped.
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Narver et al, (1993) report the results of a study examining the impact of market
orientation on business performance, specifically sales growth and ROI, for 35 SBUs
in a US forest products company. Market orientation was shown to be significantly
positively associated with sales growth but not with ROI. This finding is confirmed
in a later study (Slater et al, 1994) examining a sample of small to medium sized
manufacturers. Slater and Narver, (1994) examine the moderating effect of the
competitive environment on the market orientation—performance relationship.
Competitive environment was not found to be a significant moderator to the market
orientation- performance relationship. However, Slater and Narver do report that the
market orientation — ROI relationship was found to be stronger in conditions of low
market turbulence. The market orientation — new product success relationship was
found to be stronger in conditions of low technological turbulence in the market and
the market orientation — sales growth relationship was found to be stronger in

conditions of slow market growth.

The predictive nature of market orientation on sales growth was again reported for a
study of US manufacturers (228 responses) Slater and Narver, (1996). This study,
using a shortened (12 item) version of the original scale also reports that market

orientation is not a significant predictor of ROA.

Several other researchers have adopted Narver and Slater’s measure of market
orientation and applied this to their research projects. Siguaw et al, (1994) used
Narver and Slater’s measure of market orientation in assessing its impact on US sales
force behaviour and attitudes. This survey of a sample of 278 salespeople finds that
the market orientation of the firm positively impacts the customer orientation of the
salesperson. It is negatively associated with role conflict and role ambiguity and

positively associated with job satisfaction and organisational commitment.

In a replication of the Siguaw et al, (1994) US study; Mengiig, (1996) used Narver
and Slater’s scale to examine the influence of the firm’s market orientation on the
sales force behaviour in Turkey. Mengii¢’s findings fully support those of Siguaw et

al.
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Greenley, (1995) used Narver and Slater’s scale in a study examining the market
orientation — performance relationship in a sample of 240 responses from UK
companies with more than 5000 employees. Using Narver and Slater’s, (1990) scale,
slightly adapted to the UK business culture, Greenley reports no main effects from
market orientation on ROI, new product success and sales growth. However,
Greenley, (1995) does report that the relationship between market orientation and
performance is moderated by environmental turbulence. Under low levels of market
turbulence and low levels of technological change, market orientation is positively
associated with ROI and new product success. Under high levels of market
turbulence and high levels of technological change, market orientation is negatively
associated with ROI and new product success. Greenley also found that consumer
power moderated the market orientation performance relationship. Under low levels
of consumer power, market orientation is negatively associated with sales growth
and under high levels of consumer power, market orientation is positively associated

with sales growth.

In a follow up of the previous study, Greenley, (1995b) identified five different
forms of market orientation, customer focus orientation, underdeveloped market
orientation, fragmented orientation, comprehensive market orientation and
competitive focus orientation. In a test to see if these different forms of market
orientation varied in their impact on performance, Greenley, (1995b) identified that
the comprehensive market orientation was not vastly better than the others with
respect to performance. Comprehensive market orientation did outperform
undeveloped market orientation in terms of ROI, but for new product success, it was
only marginally better than the others were. For sales growth, the comprehensive

market orientation did not perform as well as the competitive focus orientation.

Kumar, Subramanian and Yauger, (1997) used a modified and expanded version of
Narver and Slater’s, (1990) scale to measure market orientation in US hospitals.
They analysed an effective sample of 159 responses from hospital administrators and
examined the link between market orientation and performance. The performance
measures were growth in overall revenue, return on capital, return on new

services/equipment, ability to retain patients, and controlling operational expenses.
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Using Greenley’s, (1995b) classification of different types of market orientation

Kumar et al, (1997) report that

(1) The comprehensive cluster’ s performance is superior to the other clusters’ in

terms of growth in revenue and return on capital.

(2) The customer-focused cluster’s performance was superior to all other clusters

in success of new services/facilities and success in retaining patients.
(3) The competitor-focused cluster was best able to control operational expenses.

(4) The cluster with the undeveloped market orientation had the lowest

performance in each of the five performance criteria.

Kumar et al, (1997) also find that differences in the performances of the customer-
focused cluster, which had the highest magnitude of market orientation, and the
undeveloped cluster, which had the lowest magnitude of market orientation, were
significant on four of the five performance measures. They also report that
performance differences between the other two groups (competitor focused and
comprehensive market orientation), showed mixed results. Kumar et al, (1997)
conclude that although high market orientation is critical for performance, it is the
relative emphasis on its components that determines the achievement of performance

goals.

More recently Chang and Chan, (1998) employed a modified version of Narver and
Slater’s, (1990) scale to examine the impact of market orientation on service quality
and managers’ perceptions of the profitability of their units in relation to those of
their major competitors. Their research, based on a sample of 116 managers in
Taiwanese retail stock brokerage firms, indicates that market orientation has a
significant impact on both service quality (R*=0.236) and profitability (R>=0.29),
both significant at p<0.01. Furthermore, Chang and Chan report that service quality

plays an intermediary role in the market orientation performance relationship.
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Despite its relatively high adoption, Narver and Slater’s, (1990) market orientation
scale receives criticism from Siguaw and Diamantopoulos, (1995) who assess the
dimensionality of the market orientation construct. Siguaw and Diamantopoulos,
(1995) use 303 usable responses from a survey of industrial salespeople for US based
information and image management industries and after exploratory factor analysis
found, as did Narver and Slater, (1990) that the long term horizon and the profit
emphasis components of the market orientation scale did not display acceptable
reliability. They reduced the Narver and Slater, (1990) scale to the three behavioural
components consisting of 5 items. The ensuing confirmatory factor analysis, using

LISREL 8 (Joreskog and Sérbom, 1993) tested the dimensionality of the scale.

Siguaw and Diamantopoulos, (1995) report that neither the unidimensional
formulation of market orientation (represented by a one factor model), nor the
multidimensional specification (represented by a three factor model) provided an
adequate fit to their data. They assert that the best results were obtained by a
specification similar to that used by Kohli et al, (1993) where market orientation is
represented by three specific factors, reflecting the three behavioural components,
customer and competitor orientations and interfunctional coordination, and one

general factor, although the fit for this model was not particularly impressive.

Siguaw and Diamantopoulos, (1995) also provide some tentative support for the
view that customer orientation is the key component of a market orientation rather
than the more balanced view of market orientation components advocated by Narver

and Slater, (1990).
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2.4.2 Deshpandé, Farley and Webster

Deshpandé et al, (1993) assert that customer orientation is more important than
competitor orientation and they argue ‘a competitor orientation can be almost
antithetical to a customer orientation when the focus is exclusively on the strengths
of a competitor rather than on the unmet needs of the customer’ (p. 27). Deshpandé
et al, (1993) consider interfunctional coordination to be ‘in keeping with the central
essence of a customer orientation’, and so forms part of its meaning and
measurement. They therefore conceptualise customer and market orientation as being
synonymous. They define customer orientation somewhat differently to Narver and
Slater’s, (1990) definition of either customer or market orientation and argue that it is
a unidimensional construct that also reflects some elements of competitor orientation

and interfunctional coordination.

Deshpandé et al, (1993) conceptualise market orientation therefore, as a
unidimensional construct which they operationalise in a nine item measuring
instrument. This instrument appears to be reasonably consistent with their
conceptualisation, although some items are behavioural in content. However,
although several items reflect competitor issues, there are no items which tap issues
directly relating to interfunctional coordination. Deshpandé et al, (1993) tested the
instrument on 50 firms randomly selected from organisations publicly trading on the
Nikkei stock exchange in Tokyo. Responses were obtained from marketing
executives and customers of the organisations. The market orientation scales returned
coefficient alphas of .69 when evaluated by the supplier and .83 when evaluated by

the customer.

Deshpandé et al, (1993) went on to evaluate the relationship between the market
orientation measure and performance. They use a composite measure of
performance, based on self evaluations of profitability, market share and growth rate

compared to the businesses largest competitor.
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They report that customer reports of market orientation are significantly related to
the performance index. However, manager’s own reports of their firm’s degree of
market orientation were not related to business performance, nor were they related to

customers’ perceptions of the firm’s market orientation.
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2.4.3 Kohli and Jaworski

Kohli and Jaworski, (1990) define market orientation as being a one-dimensional
construct consisting of three organisation wide activities, market intelligence
generation, the dissemination of this intelligence across the departments of the firm,
and the organisation wide response to this intelligence. The focus of intelligence
generation is broad, including consideration of current and future customer needs,
and exogenous market factors such as competition, regulation, technology and other
environmental forces. Furthermore, the generation of intelligence is considered to be

the responsibility of all departments in the organisation.

Intelligence dissemination involves communications to all relevant individuals and
departments in the organisation so that an appropriate response can be designed and
implemented. Kohli and Jaworski, (1990) stress these two components of
organisational response to market intelligence. Response design, they assert is the
development of plans in response to market intelligence, response implementation is

the enacting of those plans.

Jaworski and Kohli, (1993) develop 32-item scale for the measurement of the three
components of market orientation; intelligence generation (10-items), dissemination
(8-items), response design (7-items), and response implementation (7-items). They
tested their scale on two different US samples. Sample 1 consisted of 222 paired
responses from marketing and non-marketing executives in SBUs of companies
belonging to the Marketing Science Institute and the Dun & Bradstreet Million
Dollar Directory, these responses were averaged to provide a score for each business
unit. Sample 2 consisted of 230 responses from executives from the AMA
membership roster. After exploratory factor analysis 31 of the original items
remained: one item for the intelligence dissemination scale was removed. The scales
for the three dimensions of market orientation returned the following coefficient
alpha values; intelligence generation 0.71, intelligence dissemination 0.82, response
design 0.78 and response implementation 0.82. The coefficient alpha value for all

responsiveness items was 0.89.
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Jaworski and Kohli, (1993) went on to examine the relationship between market
orientation and performance. They used two performance measures, a subjective
measure of the firm’s overall performance relative to major competitors and an
objective measure of market share. They report that market orientation is a
significant predictor of subjective measures of overall performance relative to major
competitors but not the objective measure of market share. These results were
consistent across both samples. Jaworski and Kohli, (1993) also examined the
moderating effect of environmental variables on the market orientation performance
relationship and found that there were no significant moderators of the market

orientation performance relationship.

Further analysis of the original market orientation scale developed by Jaworski and
Kohli, (1993) was reported by Kohli, Jaworski and Kumar, (1993). Twelve of the
original 32 items were removed from the scale to create a refined measure, which
they called MARKOR. In developing the reduced scale, Kohli et al, (1993) suggest
that the deleted items may be useful in different settings and recommend revising the

deleted scale items to reflect specific stakeholders for future research in this area.

Importantly Kohli et al, (1993) also raise the issue of a potential causal ordering

among the various components of market orientation for future research.

The Jaworski and Kohli, (1993) measure of market orientation and its refinement the
MARKOR scale (Kohli at al, 1993) have been utilised in several studies in to the
market orientation link. Selnes et al, (1996) replicated Jaworski and Kohli’s, (1993)
study in Scandinavia. In their study, they used the MARKOR scale rather than the
original 32 item scale and based their analysis on responses from marketing and non-
marketing executives drawn from the Dun & Bradstreet Million Dollar Directory,
and 273 pairs of managers from Scandinavian SBUs drawn from the Kompass
listing. Selnes et al report acceptable scale reliabilities for the three components of
market orientation in both the US and Scandinavian samples. The coefficient alphas
reported were intelligence generation; 0.63 for the US sample and 0.63 for the

Scandinavian sample, intelligence dissemination; 0.74 for the US sample and 0.71
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for the Scandinavian sample, and responsiveness; 0.84 for the US sample and 0.86

for the Scandinavian sample.

Selnes at al, (1996) also find that market orientation correlated significantly with
subjective measures of overall performance relative to major competitors but not
with objective measure of market share and that these findings were consistent for

both the US and Scandinavian samples.

Pitt et al, (1996) replicated the Kohli et al, (1993) MARKOR measure in the UK.
They examined 161 of the UK’s largest service industries available from the FAME
CD-ROM database and a cross section of 193 Maltese firms. In measuring
performance Pitt et al created a single measure by summing responses to three items,
return on capital employed, sales growth and a subjective impression of the firm’s
overall performance compared to competitors. They report evidence of the reliability
of the MARKOR scale (coefficient alphas of 0.78 and 0.75 for the UK and Maltese
samples respectively) and also report that market orientation is a significant predictor

of performance in both samples.

Caruana et al, (1996) assess the dimensionality and stability of the items comprising
the MARKOR scale and replicate the work of Kohli et al, (1993). Despite some
evidence of the applicability of the MARKOR scale to other cultures and industry
settings reported above, Caruana et al question the conceptualisation into three
principal components of the market orientation construct by Kohli and Jaworski,
(1990) and the generalisability of the MARKOR scale to other cultures, economies

and industry sectors.

More recently, Martin, Martin and Grbac, (1998) assessed the market orientation
performance link in 30 companies in Slovenia, Italy and Croatia. They assessed four
of the five elements of market orientation, information generation, dissemination,
responsiveness and strategic planning process. Performance was assessed by
managers’ self reported trend in sales and profits for the past three years. Martin et
al, (1998) report a fairly strong correlation between market orientation and

performance for all three countries. (r=50, p<0.005).
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Siguaw, Simpson and Baker, (1998) also adopt Jaworski and Kohli’s measure for
market orientation in their examination of the impact of supplier market orientation
on distributor market orientation. Their research, examining data from 179 matched
sets of suppliers and distributors listed in membership lists of associations affiliated
with the National Association of Wholesalers in the US, revealed that the market
orientation of the supplier organisation has an impact on the trust and commitment to
the relationship displayed by the distributor organisation. Siguaw, Simpson and
Baker, (1998) used the original 32 item battery developed by Jaworski and Kohli,
(1993) and confirmed the three dimensions of market orientation. However they also
operationalised market orientation as a unidimensional construct of three related

dimensions.

More recently, Vorhies et al, (1999) adopted the original 32-item battery developed
by Jaworski and Kohli, (1993) to measure market orientation in Australian, publicly
quoted manufacturing and service firm. Their research identified two clusters of
companies. Those that displayed higher levels of intelligence generation,
dissemination and responsiveness performed significantly better on two of the three
performance dimensions measured, differentiation and product-market scope, than
those displaying lower levels of intelligence generation, dissemination and
responsiveness. The difference in cost advantage between high and low market

orientation companies was not significant.

Bhuian and Abdul-Gader, (1997) generate their own scale based on Kohli and
Jaworski’s, (1990) intelligence generation, dissemination and responsiveness
components of market orientation. The resultant 11-item scale was used to measure
market orientation in a sample of 237 US hospitals. After scale purification 9 items
remained which Bhuian and Abdul-Gader, (1997) suggest tap a moderately reliable
unidimensional market orientation construct, (composite reliability 0.56, average
variance extracted 0.44). Bhuian and Abdul-Gader do not assess the market
orientation performance relationship, as their focus was to develop a market

orientation scale appropriate for a particular context i.e. the US hospital industry.
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Baker and Sinkula, (1999) adopted the MARKOR scale to assess the relationships
between market orientation, organisational learning and company performance in
broad cross section of US industries, half of which had sales of more than $500M,
the other half were smaller companies. They surveyed both marketers and non-
marketers with at least vice president rank in the organisation and obtained a usable
sample was 411, approximately 47% from smaller firms, and approximately 60%
from marketers. Performance; change in market share, overall performance and new

product success, was measured using self explicated scales.

Baker and Sinkula, (1999) report confirmatory factor analysis on the MARKOR
scale and find that the conceptualisation including the three dimensions, intelligence
generation, intelligence dissemination and responsiveness, provides an adequate
overall model fit. (CFI=0.85, GFI=0.88, x? (161)=491.13 and RMSEA=0.06).
Market orientation was then operationalised as a summate, consistent with the
methodology of Jaworski and Kohli, (1993). Baker and Sinkula, (1999) report that
market orientation evidences a significant positive relationship with change in
market share, new product success and overall performance. They also report that
the relationship between market orientation and performance is mediated by
organisational learning. In cases where learning orientations were high the
relationship between market orientations and change in market share was
significant and positive (b=0.410, t=2.61, p<0.01), however this relationship was
found to be insignificant at low levels of organisational learning (b=0.123, t=0.81,
p<0.42). The relationship between market orientation and new product success was
found to be stronger at low levels of organisational learning (b=0.606, t=4.53,
p<0.0000) than at high levels of organisational learning (b=0.327, t=2.31, p<0.02).
Organisational learning was found to have no significant interaction effect on the

relationship between market orientation and overall performance.

Baker and Sinkula, (1999) indicate in their conclusions that research into the
relationship between market orientation and performance has concentrated on
external environmental moderators of that relationship. Their study addresses this
limitation of previous research in this area by finding a significant effect of an

internal environmental moderator of market orientation. However, organisational
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learning is only one aspect of the internal environment of the firm and it is possible,

indeed probable that other internal considerations impact on market orientation and

performance, and the relationship between them.
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2.44 Pelham

Pelham, (1997) combined items from the Narver and Slater, (1990) scale with items
obtained form other scales designed to measure market orientation, including the
Jaworski and Kohli, (1991) scale which is discussed later. Exploratory factor
analysis revealed a 3-factor structure of market orientation measured with 9 items,
eight of which were from the Narver and Slater, (1990) scale. The dimensions of
market orientation observed by Pelham, (1997) were customer orientation (3 items)
coefficient alpha = 0.88; customer satisfaction orientation (3 items) coefficient
alpha = 0.94; and competitive orientation (3 items) coefficient alpha = 0.94. In line
with other researchers Pelham uses the average of the scores for the three
components of market orientation as a measure of the market orientation of the

firm.

Consistent with Deshpandé Webster and Farley’s, (1993) and Shapiro’s, (1988)
arguments that interfunctional coordination is an integral element of customer
orientation and Kohli and Jaworski’s, (1990) results that interfunctional coordination
is an antecedent to market orientation; Pelham found no separate dimension for
interfunctional coordination in his operationalisation of the market orientation

construct.

Pelham, (1997) continued to test the market orientation performance link using
structural equations methodology and reports that market orientation has a significant
positive direct relationship with firm effectiveness, but no significant direct
relationship between market orientation and firm growth/market share or market
orientation and profitability. Pelham also reports that the path from market
orientation to profitability is mediated by firm effectiveness and market share,

concluding that a firm with a high market orientation is most likely to

(1) Be able to command premium pricing for the superior quality and reliability

of the total (augmented) product offering,

(2) Be able to reduce new product development costs because of relatively low

failure rates,
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(3) Achieve market share gains at the expense of firms with lower perceived

levels of product quality and value, and

(4) Achieve economies of scale from a larger market share, which translates to

greater profitability and lower customer prices. Pelham, (1997; p66)

Appiah-Adu and Ranchhod, (1998) explored the impact of market orientation on
business performance on a sample of 62 UK biotechnology firms. They find support

for the positive association of market orientation with market growth and profit.
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2.4.5 Deng and Dart

Deng and Dart, (1994) define market orientation as the generation of appropriate
market intelligence pertaining to current and future customer needs, and the relative
abilities of competitive entities to satisfy these needs; the integration and
dissemination of such intelligence across departments; and the coordinated design

and execution of the organisations strategic response to market opportunities.

Deng and Dart, (1994) develop a four-component measure of market orientation.
They present a 33 item, four-factor scale, which after exploratory factor analysis
reduced to 25 items. The four dimensions of market orientation identified are
customer orientation, competitor orientation, interfunctional orientation, and profit
orientation. The effective sample size of Deng and Dart’s study was 248 named
general managers and marketing managers of Canadian companies of varying sizes,
industry types and geographic locations. The sample was split into two random
halves and tested for reliability. The Cronbach’s alphas for the components of market
orientation were, Customer orientation (8 items), alpha of no less than 0.73;
Competitor orientation (6 items), alpha of no less than 0.70; Interfunctional
coordination (6 items), alpha of no less than 0.72; Profit emphasis (5 items), alpha of

no less than 0.75.
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2.4.6 Ruekert
Ruekert, (1992) defined marketing in a similar manner to Kohli and Jaworski’s,
(1990) conceptualisation of market orientation. Specifically, he defines the level of

market orientation in a business as the degree to which the firm:
(1) Obtains and uses information from customers;
(2) Develops a strategy which will meet customer needs; and

(3) Implements that strategy by being responsive to customers needs and wants.
Ruekert, (1992, p. 228)

The first element is similar to Kohli and Jaworski’s intelligence generation and,
although the focus is mainly on customer information, other forms of information are
included, such as competitive, technological, financial, etc. The second and third
elements of Ruekert’s definition mirror Jaworski and Kohli’s response design and

implementation respectively.

Ruekert propose a one-dimensional conceptualisation of market orientation,
consisting of three components: use of information, development of a market-
oriented strategy, and the implementation of a market-oriented strategy. In
operationalising market orientation Ruekert developed a 23-item scale for the three
dimensions; use of information (9-items), development of a market-oriented strategy
(8-items), and implementation of a market-oriented strategy (6-items). The scale was
tested on responses were used from 400 employees in five SBUs of a large US
company. The individual components scales returned coefficient alpha values of use
of information o=0.72, development of a market-oriented strategy «=0.81, and
implementation of a market-oriented strategy a=0.89. The coefficient alpha for

overall market orientation scale returned a coefficient alpha of 0.81.

Ruekert, (1992) tested market orientation-performance relationship by selecting two
of the five SBUs, reflecting the most profitable (i.e., growth in sales revenue and
profitability) and the least profitable (i.e., no growth in sales and decline in

profitability). An analysis of the means of the market orientation components for
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each SBU showed that the high performing SBU had higher levels of market
orientation than the lower performing SBU. Discriminant analysis was also used to
test this relationship and the market orientation components all returned significant
coefficients, supporting the positive relationship between market orientation and

financial performance.
Use of Ruekert’s Measure

Atuahene-Gima, (1995 and 1996) used Ruekert’s scale to determine the impact of
market orientation on new product performance and the firm’s general performance.
Both studies use 275 responses from a sample of Australian SBUs, although different

models were tested in each study.

Atuahene-Gima, (1995) examined the influence market orientation on market
performance and project performance. Market performance was measured using a
composite measure of the degree to which the new product achieved its market share,
sales, growth, and profit objectives. Project performance was measured using a
composite measure reflecting the degree to which the product provided opportunities
for cost efficiencies and proprietary advantage, enhanced sales of other products,
created new market opportunities, and improved the profitability of the firm’s other
products. Atuahene-Gima also examined the moderating influences of environmental
hostility, degree of product newness and stage of product life cycle on the market

orientation-performance relationship.

Collectively the market orientation items returned a coefficient alpha value of 0.92.
The individual components of the market orientation scale returned coefficient alpha
values of 0.88 for the use of information, 0.76 for development of market-oriented
strategy and 0.80 for implementation of market-oriented strategy. Regression
analysis indicated that market orientation has a strong relationship with both new
product market success and project performance. The degree of product newness was
not found to moderate this relationship. However, environmental hostility was found

to moderate the market orientation performance relationship.
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The contribution of market orientation to new product market success was non-
significant when market competition was low, adding only 3%... to the variation in
project performance. When the intensity of market competition was perceived as
high, it increases explained variance in market performance by 2%... and project
performance by 15%. Atuahene-Gima, (1995) report similar findings for the role of
hostility in the industry environment on the market orientation to new product market
success relationship. The stage of the product life cycle was also found to be a
significant moderator of the market orientation-performance relationship. The
implications of Atuahene-Gima’s, (1995) findings are that in the early stage of the
product life-cycle, where the market-technology environment is turbulent, market
orientation has a stronger relationship with performance than at the late stage in the

product life cycle, where the market-technology environment is stable.

Atuahene-Gima, (1996) analysed the impact of market orientation on measures of
new product performance (i.e., market success and project impact performance).
Several control variables were considered, such as interfunctional teamwork, product
advantage, and product fit, moderating effects were not tested for in this study. The
total sample was split based on the nature of the firm, giving rise to two sub-samples
-one sample consisted of service innovations, the other of product innovations. The
analysis was undertaken on these two sub-samples as well as the total sample.
Market orientation was a significant predictor of project impact performance in the
total sample, as well as the product and service innovation samples. However, when
the impact of control variables was partialled out, market orientation was not found

to be a significant predictor of market success in any of the samples.
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The different approaches to market orientation are presented in table

Author(s)

Sample

Methodology

Key findings

Narver & Slater,
(1990)

13 SBUs of a
major western
corporation.

Questionnaire
survey of top
management
team of each
SBU. 371
usable
questionnaires.

Developed and validated a
measure of market
orientation. Found statistical
support for a positive
relationship between market
orientation and profitability.

Kohli &
Jaworski, (1990)

62 managers
in four U.S.
cities,

Structured in-
depth personal
interviews,

Operationalised the market-
orientation construct and
developed an integrative
framework that included
antecedents and
consequences of market
orientation.

Ruekert, (1992)

5 SBUs of one
U.S. high
technology
firm.

Questionnaire
survey of
multiple
informants from
each SBU.
Reported results
from a random
sample of
surveys out of
3500 completed

Found a positive relationship
between market orientation
and performance as judged
by a variety of quantitative
and qualitative measures.

responses.
Jaworski & 220 companies | Questionnaire Found positive relationship
Kohli, (1993) in sample 1 survey of between market orientation
and 230 marketing and a | and business performance (a
companies in | non-marketing | variety of performance
sample 2. executive in measures). Relationship
each company. | robust across environmental
contexts.
Diamantopoulos | 87 managing | Questionnaire Only a week relationship

& Hart, (1993)

directors of
U.K.
manufacturing
companies.

survey using
Kohli and
Jaworski’s
(1990) scale of
market
orientation,

noted between market
orientation and business
performance. Also identified
several moderators of this
relationship.
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Slater & Narver,
(1994)

81 SBUs ina
forest products
company (a
subset of the
sample of their
1990 study)
and 36 SBUs
ofa
diversified
manufacturing
company.

Questionnaire
survey of top
management
team of each
SBU,

Very limited support found
for moderator role in
competitive environment on
the market
orientation/performance
relationship.

Greenley, 1995a

240 UK.
manufacturing
companies.

Narver and
Slater’s (1990)
questionnaire
modified for
U.K. business

culture.

No evidence found to support
a positive relationship
between market orientation
and performance. Identified
market turbulence, customer
power, and technological
change as moderators of
market
orientation/performance
relationship.

Greenley, 87 managing | Questionnaire Found only a weak
(1995b) directors of survey using relationship between market
U.K. Kohli and orientation and business
manufacturing | Jaworski’s performance. Also identified
companies, (1990) market several moderators of this
orientation relationship.
scale.
Table 2-2Different Approaches to Measuring Market
Orientation
2.6  Summary

As has been discussed in the preceding chapter, several operationalisation of market
orientation are found in the marketing literature. Of these, two measurement
instruments dominate the field, those of Jaworski and Kohli, (1993), and Narver and
Slater, (1990). Furthermore, the measurement of company performance is also not
clear. However, most researchers have used subjective measures and have reported
managers’ perceptions of company performance. Narver and Slater’s scale appears to
offer some benefits over that of Jaworski and Kohli, however the psychometric
properties of Narver and Slater’s scale has been questioned, (Siguaw and

Diamantopoulos, 1995).

63



Chapter 2: Market Orientation

Despite the assertion of Jaworski and Kohli, (1993) that research is required to
operationalise market orientation as a three dimensional construct, and to examine
the causal relationships between information generation, dissemination and
responsiveness, market orientation remains most commonly operationalised as a

unidimensional construct of three components.

In the preceding chapter, it has been demonstrated that the development of a market
orientation is an important goal for an organisation wishing to become more effective
in the external market place. The review if the literature relating to market
orientation also indicates that there are important internal factors that the
organisation should consider if the development of a market orientation is to be
facilitated. However, market orientation rescarch still concentrates primarily on
external stakeholders, customers and competitors, and pays little attention to internal
stakeholders such as employees, (Greenley and Foxall, 1998). Despite the recognised
need for an internal orientation, in particular to focus on employees, if a successful
market orientation is to be developed, the need to balance the external and internal
orientations of the firm has not been addressed. (See for example, Kelly, 1992;
Miller and Lewis, 1991; Canning, 1988; Masiello, 1988; Shapiro, 1988; Day, 1994)

In addition to the need to focus in internal factors that influence the adoption of
market orientation in the firm, there is extensive agreement among services
marketing researchers that the relatively narrow focus of market orientation, on
customers and competitors, is not sufficient in the services marketing context
(Gummesson, 1998). The need for services marketers to focus on internal elements
(and internal markets) in addition to external elements (and external markets) is
extensively discussed within the academic and practitioner literature. (See for
example Azzolini and Shillaber, 1993; Bak et al, 1994; Bhote 1991; Davis, 1992;
Foreman and Money, 1995; George, 1990; Gronroos, 1985; Gummesson, 1987;
Harari, 1991 and 1993; Harrell and Fors, 1992; Piercy and Morgan, 1990 and 1991;
Piercy, 1995).

Many researchers in this area identify the instrumental nature of customer contact
employees in influencing customers’ perceptions of quality (see for example Baker et

al, 1995; Bitran and Hoechs, 1990; Bailey, 1994; Booms and Bitner, 1981) and
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ascertain that there is a pressing need to incorporate an internal orientation, focusing

on the firms’ employees, into the marketing philosophy.

Gummesson, (1994) argues that a myopic external focus has replaced the myopic
internal focus of the f